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The Journal of Accountancy
Official Organ of the American Institute of Accountants
a. p. richardson,

Editor

EDITORIAL
Among the many important matters
under discussion at the annual meeting
of the American Institute of Account
ants undoubtedly the most important was the proposal that mem
bership in the American Institute of Accountants should be re
stricted to certified public accountants. The proposition was
overwhelmingly defeated, but its importance is enhanced rather
than diminished by the practically unanimous nature of the
opposition to it. When the amendment which would have es
tablished a restriction upon future admissions was put to vote
there were only two who desired to be recorded in favor. Herein
is a rather marvelous thing. For some years there has been at
least a considerable minority of the members who have felt that
the time had come when all those who desired to associate them
selves with the national organization of professional practitioners
should be required before admission to obtain a certificate as
a certified public accountant in some one of the states or territo
ries of the United States. The restrictive theory had been advo
cated by some of the leading members for several years. Three
years ago a somewhat similar proposition was defeated, but on
that occasion the number of votes in its favor indicated a body of
opinion which deserved attention. This year an amendment
designed to effect restriction was presented by the committee
on constitution and by-laws at the request of several members,
and, although the committee withheld recommendation, it was
expected that there would be a fairly close division of opinion when
the amendment was brought before the annual meeting.

The Institute Rejects
an Amendment

In his presidential address of 1924 the
retiring president, Edward E. Gore,
expressed the opinion that the time had
come when membership should be limited to holders of certified
public accountant certificates. At the meeting of 1925 Mr. Gore
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was one of the antagonists of the amendment. In his speech on
the latter occasion he explained with great force the reasons for
his changed opinion and apparently these reasons impressed nearly
everyone present. The truth of the matter is that things have
happened within the past year that would have been regarded as
almost impossible a year ago. The sense of security in regard to
the status of C. P. A. legislation has been shown to be not firmly
founded, and many accountants are beginning to wonder where the
lightning will strike next. From the beginning of accountancy leg
islation Illinois has been a leader in the maintenance of standards
and the administration of law, yet this year Illinois has thrown
overboard its former legislation and a condition of affairs has arisen
which is altogether disconcerting. California escaped a similar
disaster by the narrow margin of one vote. In Tennessee the
legislation regulating the issuance of C. P. A. certificates seems to
be chaotic in effect. In several other states during the activities
of the last legislative year there were many attempts either to
overthrow entirely or seriously to weaken the laws relating to the
profession of accountancy. And we come therefore to the un
welcome conclusion that the regulation of a profession so long as
it is even indirectly controlled by political exigency is ever in
jeopardy. Most of us hope and believe that C. P. A. laws as
a whole will continue to exercise a salutary influence upon the
profession. It would be a thousand pities if the designation
“certified public accountant” which has been advancing steadily
for the past twenty-nine years were to lose its significance be
cause of the uncomely somersaults of state legislatures. The
voice of public opinion will certainly be heard in defense of what
has now become the recognized official designation of the licensed
practitioner, and even the most benighted legislator is able to
hear through his mental darkness the voice of his constituents.
There are some pessimists who predict that what has happened
in Illinois will happen in many other states. Pessimists, as every
one knows, serve a useful purpose. They may be unpleasant, but
their warnings are often preventive. In this case the sob of the
crape-hanger is probably out of proportion to the burden of
woe. A designation so well known as that of the certified
public accountant cannot be utterly destroyed by the caprice
of a few legislatures. Even in those states where there has
been damage one may look with some assurance for a return to
sanity.
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The question before the American Insti
tute, however, was not so much whether
the C. P. A. certificate would lose value
or not as it was whether any designation whose issuance was not
dependent upon the Institute’s own will and wisdom should be
regarded as a prerequisite to admission to the Institute. That
organization, from the time of its formation, has always main
tained the theory that a profession can best be regulated by itself.
The licensing of a man or woman to practise as an accountant is
entirely a state function, but the mere possession of a certificate
from a state or other political power is not the criterion of ability
in all cases. Every accountant knows that scores of C. P. A.
certificates have been issued to persons who were not exceptionally
well qualified. That was the first reason for the creation of the
Institute. As time went on, however, there was a marked im
provement in the administration of C. P. A. laws, chiefly because
of the excellent examinations prepared by the Institute and
adopted by a majority of the states. New laws or undesirable
amendments became rare and there was more than a little reason
to hope that certified public accountant as an official designation
had become firmly established. This hope, as has been said, was
ill-founded, at least in part.
A Question
of Principle

But even if there had been no weakening
of the C. P. A. fabric there would be
many valid reasons to oppose any
extraneous regulation of admissions to the Institute. Members
who have followed the discussions which have taken place will
not need to be reminded of the arguments for and against restric
tion, but the general public which has an interest in the welfare
of accountancy—and, be it remembered, this magazine is circu
lated not only among accountants but very largely among persons
who have a more or less indirect interest—may not be so clear as
to the reasons for liberal entrance requirements to the Institute.
In brief these reasons as put forward by many of the most eminent
members of the profession include:

Some of the
Reasons

First: The truth that accountancy is necessarily interstate
in character.
Second: Unless there could be absolute uniformity in all
states and territories there could be no standard of pro
ficiency which would have a nation-wide meaning.
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Third: A profession must be unimpeded in its progress to
ward the highest professional ideals.
Fourth: The professional status depends first of all upon the
observance of ethical principles which, of course, will not
be adequately enforced unless the authority to enforce be
vested in the profession itself.
Fifth: There have been and no doubt always will be some
men and women who for one peculiar reason or another do
not comply with some detail of regulation essential to ac
ceptance by a state authority.
Sixth: It is only through the operation of a wholly impartial
and professional organization, nation-wide in its scope, that
the hall-mark of professional standing recognized through
out the country can be impressed.
In the minds of many members there are other reasons as well
why there must be a professional organization.

All this is said not with any lessened
degree of respect for the certified public
accountant certificate. The Institute
has labored in season and out of season to encourage the enact
ment of good laws and the maintenance of those laws when en
acted. It has assisted the administration of C. P. A. law in every
part of the country. The activities of its board of examiners
have been largely directed to fostering the good name of the
certified public accountant. Its committees have aided the good
and opposed the bad whenever and wherever a change in law or
regulation was proposed. Anyone familiar with the facts who
would deny these assertions could be animated only by malice.
But that is not to say that the Institute must restrict its member
ship and exclude even one applicant who is worthy to be admitted
and to present himself as the member of a learned profession.
Most of the applicants of the future will be certified public ac
countants, and that is as it should be; but apparently the sugges
tion that membership should be restricted by anything except
the Institute’s own standards is laid to rest. The future holds
great possibilities for development not only of the Institute but
also of the administration of C. P. A. laws. The two things can
march side by side and will do so.

Not Conflict
but Accord

On another page we publish an article
entitled Investments by F. W. Thorn
ton, who is well-known to most account
ants as one of the authors of Duties of the Junior Accountant,
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a book whose circulation continues year in and year out with
unabated popularity. The subject which Mr. Thornton has
chosen for his present discussion is the comparative merit of
bonds and common stocks for long-term investment. This is
a topic which has attracted a good deal of attention in the past
few months. An excellent little book entitled Common Stocks
as Long-term Investments by Edgar Lawrence Smith has been
reviewed most favorably by the leading financial papers of the
country, indicating that the subject is timely and of wide interest.
The current number of the Atlantic Monthly contains an article
by the same author expanding some of the theories which he
enunciates in his book. Other authors have been expounding
the worth of certificates of indebtedness having a fixed maturity
at a fixed dollar value in comparison with the declining purchasing
power of every monetary unit. Readers will find much food for
thought in the arguments adduced by Mr. Thornton, and it is
particularly important that accountants in their advisory capacity
should be familiar with all the principal factors in value of the
principal kinds of investment for corporate and individual funds.
We have grown so accustomed to regarding so-called gilt-edged
bonds as the last word in safety that it is something of a shock to
most of us to be told that in many cases the ultimate value of
what we have regarded as more or less speculative investments
may be greater than the media which tradition has told us are
safe and sane. Of course, as in all theories, there are two sides
of the question. For short-term investment in which the prime
consideration is the return of a certain amount of money at a
certain date, the bond secured by mortgage upon valuable assets
still remains the most desirable, and no one would urge the invest
ment of all one’s resources in the common stock of any one cor
poration. The old adage against the placing of too many eggs
in one basket is founded upon truth. But this is not what Mr.
Thornton and others of his school advocate. They are saying
simply that a properly diversified investment in certificates of
ownership is preferable in the long run to investment in certifi
cates of indebtedness payable in a token of value whose purchas
ing power is variable. Mr. Thornton does not refer at length to
the investment trust, an agency long popular in other countries
and recently establishing itself here. The weakness, as we see it,
of most American investment trusts is a lack of the diversification
which makes for safety on the average. Many of those organiza
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tions in America restrict their investment to companies engaged
in similar kinds of activity, and it is therefore easily conceivable
that a combination of circumstances which would adversely
affect one such corporation might affect all of its kind. The
investment trust, however, does offer better opportunity for
diversified investment than the small investor could probably
obtain otherwise, and we should regard with high favor a venture
of this sort which would adopt the principle of diversification not
only among companies of a similar nature but also among com
panies of widely differing interests. Some of us who are ultra
conservative will still have a lingering fondness for the form of
investments which are generically known as bonds. Within the
last eleven years we have of course passed through a period
which has upset all preconceived ideas. It may be that for
generations there will be no other such disturbance of the pur
chasing power of the dollar, and there are those who believe that
the tendency during the next few years, at any rate, will be
upward rather than downward. Nevertheless there is much un
deniable force in Mr. Thornton’s arguments that an investor who
ignores the fluctuating value of the dollar is blind in at least one eye.
At the risk of incurring the displeasure,
Definitions
if nothing worse, of a few readers, let us
Once More
return to a subject which has been dis
cussed in many recent months, namely, the meaning of the
expression “certified public accountant.” To those readers who
with an altogether pardonable alacrity have skipped over the
editorial section of the magazine, it may be said that there are
many people who feel that although they are not engaged in
public practice there is no valid reason why they should not re
ceive certificates as certified public accountants if they can pass
the required examinations. It has been emphasized with what
power was possible that the man or woman engaged in a private
capacity with the making or control of accounts is in every way
as worthy of respect as is the one whose accounting experience
is in the public field. The one has no right to assume an air of
superiority over the other. It has been said on several occasions
that there is no question of rank but rather of kind. It has been
said that anyone who is not in public practice should not be classi
fied as a public accountant. Placing the word “certified” before
the words “public accountant” has no bearing upon the proper
significance of the word “public.” Still some readers have
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been dissatisfied by what has seemed to be an absolutely clear
argument. Without any wish to exhume a buried controversy
it is impossible to resist the temptation to publish the following
letter from L. B. Cooke, of Tennessee, which we offer to close the
incident, as they say in diplomacy:
“So much of my time has been taken for the past six years in endeavor
ing to build a permanent clientele and studying the United States tax
laws, rulings and supreme court decisions, that I have had very little time
for writing letters and I would not be writing this, though I constantly read
The Journal of Accountancy, but for the fact that a gentleman, who
formerly worked for me, while calling at my office today mentioned the
fact that he was the party referred to in your editorial entitled, The Mean
ing of a Word, on page 117 of your August issue.
“ I heartily concur in your views, that there is a vast difference between
a private accountant and a public accountant, and believe that the vast
majority of business men outside of the accounting profession fully realize
the difference.
“I am outlining below a few of the reasons, as I see them, for this
distinction:
" (1) A financial statement signed by a public accountant is supposed
to be a true statement of facts, regardless of who may have employed him.
(Though they may not be made public except through his employer.)
“ (2) Special investigations for specific persons place the public account
ant in the same position as a lawyer. Those statements not signed by the
true public accountant bring out strongly one side of the situation and
leave the other side to bring out their points.
“ (3) I have found quite a number of business executives who change
accounting firms from year to year for the reason as expressed to me that
they feared continued association with trusted employees might cause the
investigator to relax his vigilance. To prevent this situation arising
I have continued to use the policy of changing men from one audit to an
other for the next checking period. You can readily see that the private
accountant might be influenced in this way.
“ (4) The private accountant after continuously checking trusted em
ployees, whose work proved correct over a long period, might relax in his
vigilance.
“ (5) The private accountant has the viewpoint of one business, while
the public accountant is each day coming in contact with the changes and
progress of various businesses in various lines.
“ (6) A private accountant may be just as efficient as a public accountant
in the year 1925, but at the end of a few years the private accountant,
regardless of study, will have experience in one business and the public
accountant will have experience in hundreds of businesses, which will
place him far in advance of the private accountant.
“ (7) A private accountant with his entire income from one company
or individual is more liable to be swayed into less careful analysis than the
public accountant whose income is from hundreds of firms and individuals.
“ (8) If a private accountant were allowed to sign as a public accountant
the investor or the banker might be led to believe that the statements were
signed by an impartial public accountant, and there would be no way for
them to know that these statements had been furnished by a private em
ployee of the firm.
“ (9) I can not conceive of an educated individual who could be so
biased as to be unable to understand the meaning of the word "public”
even though it be attached to two other words. If there is such a person
he might profit by a study of the definition in the dictionaries of our public
libraries.
" I have endeavored to give you the unbiased facts as I see them from
experience and trust that you will pardon my inexperience in letter
writing.”
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Everyone who has been reading the
delightful reminiscences of the late
Thomas R. Marshall has been impressed
not only by the charming humanity of the man but by the
extreme breadth of his interest. He seems to have touched upon
almost every phase of activity, and in each case he has said some
thing worth hearing. The accountant has not been forgotten.
Speaking of the time when he was governor of Indiana he said:
The Marshall
Reminiscences

“I have always felt that there was one good bit of constructive legisla
tion enacted during my term as governor. It was the putting in of the
public accounting system, whereby the books, papers and documents of
every official in the state is examined by certified public accountants—
one from each party—every year, and the official is then checked out, or,
if he is short in his accounts, is compelled to adjust them.”

This was serious comment, but the splendid, lovable fellow
could not be serious long and so he had to tell a story to illustrate
the fact that he knew something about accountants. This is the
story:
“Shortly after this system was inaugurated two of the accountants came
into my office with what I think is an amusing incident and a remarkable
statement of the inherent honesty of some men. They told me they were
examining the records of a certain township trustee, in the southern part
of the state. This man was of German extraction. They found that he
had charged himself in the road account of his township with ‘Graft—
$20.00.’ This excited their curiosity and they asked him to explain the
item. He did, to this effect:
“He said he was desirous of buying a road scraper, and there were three
or four agents seeking to sell one to him. He liked the appearance of
one young man better than the others, and as the prices were substantially
the same, he bought the road scraper of this man. When he had con
cluded the contract he walked down to the train with him, and as the
young man got on the train he shook hands and said good-bye. As this
ceremony took place he found in his hands a $20 bill. He said to the
agent: ‘Here! You have left $20 of your money with me.’ The agent
said: ‘No, that is yours.’ The trustee said: ‘Why, how is that mine?’
The agent said: ‘Why, you blamed old fool, that’s graft!’
“‘And,’continued the trustee to the accountant, ‘as I knew it did not
belong to me I just put it in the road fund and entered on the books to the
effect that it was graft.’ ”

Here is a fine point in accounting technique. What would the
students in an auditing examination suggest as the proper treat
ment for this item of “graft—$20”?

There has been so much question in
recent correspondence in regard to the
meaning and application of the rules
of the board of examiners of the American Institute of Account
ants that it may not be amiss to repeat for general information
some important points. The rule which seems to attract the
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most attention is that which permits the board in certain cir
cumstances to extend recognition to examinations other than
those conducted by the Institute. For instance, a man who is
a certified public accountant of a state with good standards or
one who is a member of the chartered societies of the British
empire or the incorporated society of England may apply to the
Institute for admission and claim credit for the examination
which he has passed to become a certified or chartered or incor
porated accountant. This is where the misunderstanding fre
quently arises. There seems to be an impression that everyone
who has this preliminary qualification must be admitted; and it
becomes necessary for the board to repeat time and again the
fundamental principle upon which recognition is based. The
board does not extend a blanket recognition to the certificates of
any state or society. Each application receives individual con
sideration and the board reviews the examination which the
applicant has passed. It does not say to state boards that all
applicants who have passed the examinations of those boards
will be admitted. It insists that there shall be an opportunity
to review the questions which have been set before the candidate.
It gives consideration to the probability of fair grading and
intelligent review by the examiners of the states or societies. It
cannot be emphasized too strongly that all admissions to the
Institute are individual and the circumstances surrounding each
applicant determine his eligibility. There has never been ad
mission of applicants as a group. That would be opposed to one
of the fundamental principles upon which the Institute stands.
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